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Description

House File 2288 creates a Chemical Production Tax Credit. The new credit is equal to $0.05
per pound of qualified chemicals produced, applies to individual and corporate income tax, and
is refundable. The credit is available for chemicals produced beginning January 1, 2017, and
ending December 31, 2027 (11 years).

The new tax credit is limited to no more than $10.0 million per year in total awards and the credit
is placed under the Economic Development Authority’s (EDA) $170.0 million aggregate annual
tax credit cap established in lowa Code section 15.119. If qualified credit applications exceed
the annual limit, any qualified credit applications that do not receive credits will receive the first
credits as part of the next year’s application round. While the credit is available for chemicals
produced during an 11-year window, the time frame for awarding credits is not limited.
Therefore, should applications in the final year exceed $10.0 million (including unfunded
applications from previous years), the annual availability of tax credits will remain in place until
any backlog is funded.

The new credit cannot be awarded until July 1, 2018, and cannot be redeemed until
September 1, 2018. The maximum annual amount an existing business may receive in tax
credits is $500,000 and the maximum annual amount a new business may receive is $1.0
million. In both instances, a company may only receive the credit for five years. Eligibility for
the new credit is limited to businesses that organize, expand, or locate in lowa on or after the
effective date of the bill.

The bill also reduces the annual amount of tax credits that may be awarded by the EDA under
the existing High Quality Jobs Program for five fiscal years. While that Program does not
currently have an annual limit, it is effectively capped at $130.0 million per year through the
application of the $170.0 million aggregate annual tax credit cap. For five fiscal years (FY 2017
through FY 2021), the bill caps the High Quality Jobs Program at $105.0 million per year.

Assumptions

Chemical Production Tax Credit Projection — Projected tax credit redemptions are made by

the Department of Revenue in consultation with lowa State University using the following

assumptions:

o For existing companies, the new tax credit will be allowed only for expanded production of
the eligible chemical, as opposed to all production of any eligible chemical by an existing
company that expands.

o Over the 11 years of credit availability, 25 existing companies will produce eligible
renewable chemicals totaling 1.25 billion pounds or more, and receive a combined $62.5
million in Renewable Chemical Production Tax Credits.

o Over the 11 years of credit availability, six new (or newly located in lowa) companies will
produce renewable chemicals totaling 0.60 billion pounds or more, and receive a combined
$30.0 million in Renewable Chemical Production Tax Credits.
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While credits are first available for production during the 2017 calendar year, credits cannot
be awarded until July 1, 2018, and cannot be claimed until September 1, 2018. Therefore,
there is no assumed impact resulting from credit redemptions until FY 2019.

The credits are refundable, so all awarded credits are assumed to be redeemed. The
redemption pattern is assumed to follow the redemption pattern of the existing refundable
Research Activities Tax Credit.

Fiscal year of award = 0.0%

Fiscal year of award year plus 1 year = 16.37%
Fiscal year of award year plus 2 years = 74.54%
Fiscal year of award year plus 3 years = 9.09%

The following table is based on the previous assumptions. It presents the estimated pounds
of chemicals produced and eligible for tax credits, the timing for tax credits earned and
awarded, and in the right hand column, the direct impact on net General Fund revenue that
is the result of redemption of the new tax credits.

Renewable Chemical Production Tax Credit
Pounds of Eligible Chemicals Earning Tax Credits and Fiscal Impact of Credit Redemptions

Pounds of Tax Credits

Eligible Chemicals Tax Credits Tax Credits Redeemed
(in Millions) Earned Awarded (Fiscal Impact)
CY 2017 70.0 S 3,500,000 $ 3,500,000 FY 2018 S 0
CY 2018 120.0 6,000,000 6,000,000 FY 2019 -572,950
CY 2019 150.0 7,500,000 7,500,000 FY 2020 -3,591,100
CY 2020 200.0 10,000,000 10,000,000 FY 2021 -6,018,300
CY 2021 230.0 11,500,000 10,000,000 FY 2022 -7,772,900
CY 2022 210.0 10,500,000 10,000,000 FY 2023 -9,772,750
CY 2023 250.0 12,500,000 10,000,000 FY 2024 -10,000,000
CY 2024 220.0 11,000,000 10,000,000 FY 2025 -10,000,000
CY 2025 170.0 8,500,000 10,000,000 FY 2026 -10,000,000
CY 2026 140.0 7,000,000 10,000,000 FY 2027 -10,000,000
CY 2027 90.0 4,500,000 5,500,000 FY 2028 -10,000,000
CY 2028 0.0 0 0 FY 2029 -9,263,350
CY 2029 0.0 0 0 FY 2030 -5,008,700
CY 2030 0.0 0 0 FY 2031 -499,950
1,850.0 $ 92,500,000 $ 92,500,000 ¢ -92,500,000

High Quality Jobs Tax Credit Reduction — Tax credit redemption projections are made by the
Department of Revenue using historical redemption patterns for the various tax credits available
under the High Quality Jobs Program:

The state tax credits available under the High Quality Jobs Program include an investment
tax credit, a Supplemental Research Activities Tax Credit, and a sales/use tax refund. Most
of the tax incentives under the Program are not refundable. On average, approximately
50.0% of tax credits awarded under the High Quality Jobs Program are actually redeemed.
A tax credit award under the High Quality Jobs Program is distributed over five years and
each year has a potential seven-year carryforward period. Therefore, tax credits awarded
under the Program take many years to be redeemed.

The bill reduces the available tax credits under the High Quality Jobs Program by

$25.0 million per year for five fiscal years for a total reduction in those five years of $125.0
million. In addition, the $170.0 million aggregate tax credit cap will require the EDA to
reduce the High Quality Jobs Program by $10.0 million in each of six fiscal years (FY 2022
through FY 2027), for a total additional reduction of $60.0 million. The combined reduction




over 11 fiscal years is $185.0 million. Using the assumed redemption rate of 50.0%, the
$185.0 million reduction in High Quality Jobs Tax Credit awards is projected to reduce tax
credit redemptions $92.5 million over 17 fiscal years.

Projected Reduction in High Quality Jobs (HQJ)
Tax Credit Redemptions

FY 2017 S 30,000 FY 2026 $ 7,890,000
FY 2018 580,000 FY 2027 6,820,000
FY 2019 2,860,000 FY 2028 5,480,000
FY 2020 4,370,000 FY 2029 5,350,000
FY 2021 5,910,000 FY 2030 4,980,000
FY 2022 8,400,000 FY 2031 3,920,000
FY 2023 10,520,000 FY 2032 3,540,000
FY 2024 9,530,000 FY 2033 3,540,000
FY 2025 8,780,000 Total $ 92,500,000

Fiscal Impact — State General Fund

The creation of a new Renewable Chemical Production Tax Credit and the reduction in tax
credits available under the High Quality Jobs Program impacts 17 fiscal years, with positive
revenue impacts in FY 2018 through FY 2020. Over the 17 years, the projected impact of the
changes nets to zero.

Projected Net Impact on General Fund Revenue
In Millions
Chemical Tax HQJ Tax Credit Net Fiscal
Credit Redemptions Redemptions Impact

FY 2017 S 0.0 S 0.0 S 0.0
FY 2018 0.0 0.6 0.6
FY 2019 -0.6 2.9 2.3
FY 2020 -3.6 4.4 0.8
FY 2021 -6.0 5.9 -0.1
FY 2022 -7.8 8.4 0.6
FY 2023 -9.8 10.5 0.7
FY 2024 -10.0 9.5 -0.5
FY 2025 -10.0 8.8 -1.2
FY 2026 -10.0 7.9 -2.1
FY 2027 -10.0 6.8 -3.2
FY 2028 -10.0 5.5 -4.5
FY 2029 -9.3 5.4 -3.9
FY 2030 -5.0 5.0 -0.0
FY 2031 -0.5 3.9 3.4
FY 2032 0.0 3.5 3.5
FY 2033 0.0 3.5 3.5
S -925 S 92.5 S 0.0




The above fiscal estimate is based on the Department of Revenue assumption that $92.5 million
of the available $110.0 million tax credits (84.1%) will be awarded over the 11 years. In the first
three years of the new tax credit, the assumption is that $17.0 million of the available
$30.0 million (56.7%) in tax credits will be earned. While the estimate may turn out to be
accurate, or even high, the possibility of higher credit awards and redemptions seems quite
possible.

The list of chemicals eligible for the credit includes glycerol (a byproduct of biodiesel
production), non-fuel ethanol, and fatty acid methyl esters (biodiesel). In the past year, plants in
lowa produced an estimated 28.5 billion pounds of these three chemicals. If a quantity equal to
0.7% of this amount is produced in a manner that qualifies for the new tax credit (the chemical is
produced by an eligible business and is used for a purpose other than feed, food, and fuel), the
entire $10.0 million in annual credits could be consumed by just these three chemicals.

In addition, the Department estimate assumes the tax credit program will wind down on its own
by year 11, with few additional businesses producing eligible chemicals in the final years and
therefore no backlog of “earned by not awarded” tax credits will exist when the production
incentive ends. If this is not the case, the bill will require additional tax credit awards for past
production in years after year 11.

Fiscal Impact — Other Issues

The new tax credit is a refundable tax credit and it is available for individual and corporate
income tax payers. Refundable tax credits do not impact the calculation of the local option
income surtax for schools that applies to many individual income tax payers. The investment
tax credit portion of the High Quality Jobs Program is not refundable. Nonrefundable tax credits
do impact the surtax calculation. The change to the new credit is expected to have a modest
positive impact on local school revenue derived from the local option income surtax for schools.

Applicants for the new tax credit will be assessed EDA compliance cost administrative fees
totaling $500 per application plus 0.5% of the tax credits redeemed. The reduction in High
Quality Jobs Tax credit awards will reduce EDA fees collected under that Program. The two
EDA revenue changes should offset.

The Department of Revenue states that the creation of a Renewable Chemical Production Tax
Credit will require additional administrative, information technology, and tax credit tracking costs
for the Department. The addition development cost is estimated to be a one-time cost of
$90,000.
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The fiscal note for this bill was prepared pursuant to Joint Rule 17 and the lowa Code. Data used in
developing this fiscal note is available from the Fiscal Services Division of the Legislative Services
Agency upon request.
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